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THE THEORY OF SAVERS' RENT AND SOME 
OF ITS APPLICATIONS. 

The effective desire of accumulation is displayed in 
different degrees of strength as between different times, 
different places, different individuals, and the different 
increments which make up, at any one moment of time, 
the saving of a single individual. The first, second, and 
fourth propositions have Been adequately discussed by 
economists ; but, so far as the present writer is aware, 
the third, while not wholly neglected, has never been 
worked out with completeness or given the emphasis 
which it deserves. The individuals of any country at 
any time have been divided customarily into two homo- 
geneous groups, — those who have a desire of accumula- 
tion of sufficient strength to cause them to save and invest 
at the prevailing rate of return, and those who have not. 
It has, in general, been overlooked that the group which 
saves, instead of being homogeneous, is diversified, — is 
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divided, according to saving capacity, into a great number 
of gradations or sub-groups.* 

This classification, to be exact, should extend as far as 
separate individuals; because, to use Bohm-Bawerk's ex- 

* Among recent writers, those who have come nearest to setting forth com- 
pletely the premises and conclusions of this paper are: Bbhm-Bawerk, in the 
Positive Theory of Capital, p. 279, where, in connection with his " marginal 
pairs," he shows that varying individual subjective rates of discount of the 
future are levelled up to one uniform objective rate, established by the market ; 
Commons, in his Distribution of Wealth, p. 188 ; Flux, in the article on " Inter- 
est" in Palgrave's Dictionary of Political Economy; and Hadley, in a foot-note 
on p. 272 of his Economics. As we shall see, however, neither Bbhm-Bawerk 
nor Hadley seem to have been aware of the significance of this feature of 
their analysis. 

Among earlier writers we find that John Rae, the first to adequately ap- 
preciate and explain the first and second propositions above stated (and to 
whom, indeed, the science is indebted for the term "effective desire of accu- 
mulation"), also examined "the effects resulting from diversities of strength 
in the accumulative principle, in members of the same society." This chapter 
in the New Principles of Political Economy, pp. 198-207, contains many impor- 
tant observations on the characteristics and historical development of classes 
of savers ; but, owing to the lack of a firm grip upon the marginal principle, 
it just falls short of a complete solution. Again, William Ellis, in the West- 
minster Review for January, 1826, p. 108, made some approach to the position 
of this paper, in that he graded investors of capital as such according as the 
reluctance to incur the common and average risks of investment would be 
overcome by 1, 2, 3, 4, or 5 per cent, of profit, as the ease might be. But in 
spite of this recognition of different degrees of strength, in different individ- 
uals, of the effective desire of undergoing business risks (he expressly denied 
the necessity of a separate reward for the initial saving of capital, or absti- 
nence), the marginal idea escaped him, and with that all chance of completely 
working out his problem. (A solution of Ellis's problem by a recent writer, 
Haynes, may be found in the Quarterly Journal of Economics for July, 1895, vol. 
ix. pp. 428-430.) 

The fourth proposition has been most fully and lucidly discussed by 
Carver in the Quarterly Journal of Economics for October, 1893, vol. viii. pp. 
40-01, and by Commons, pp. 18, 19, 185-187 of the work to which reference has 
already been made. An analysis of the saving of the individual, briefly stated 
and restricted to one moment of time and to one fixed rate of interest, has been 
made by Clark in the Quarterly Journal for April, 1891, vol. v. pp. 297-298, and 
in the Annals of the American Academy for March, 1893, vol. iii. p. 617 ; also, 
following Clark, by Marshall, on pp. 606 and 314 of the third edition of his 
Principles, and pp. 625 and 312 of the fourth edition. Clark's suggestion 
seems to have been the germ of the theory so highly developed ; first by Carver 
and then to a higher stage, following him, by Commons. The present writer 
is indebted to Clark for the term " intra-marginal," as used in this connection ; 
although he had worked out the subject as a whole independently of him or of 
any of the recent writers mentioned above. 
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pression, each individual has his own subjective scale of 
discounting the future. But the other factor of the ca- 
pacity to save — the opportunity to save which results 
from the excess of means over present pressing necessities 
— seems naturally to segregate individuals group wise. In- 
dividuals certainly fall into classes of fairly homogene- 
ous make-up, as measured by the amount of their in- 
comes ; and, among those who are the accumulators of 
capital par excellence in modern society, the amount of 
income is by far the more powerful factor determining the 
amount of capital which can be and is accumulated. 

The matter of individual saving within the classes 
which I am about to describe needs, however, to be 
somewhat further examined. And this is so because the 
margin of saving and the different grades or layers of 
intra-marginal saving on the part of the individual cut 
across, to some extent, the marginal and intra-marginal 
saving of the classes themselves. That is, each individ- 
ual member of a class has a margin of abstinence which 
will be higher or lower according to the prevailing rate of 
interest ; he will save more or less as the rate of interest 
rises or falls. Now, at any given rate of interest which 
brings a certain margin of saving into play, he reaps 
a surplus on each of those increments of his total savings 
which would have been made, if necessary, on the lower 
margin corresponding to the lower possible rates of inter- 
est. At any time he makes a saver's rent on each part 
and on the total of his individual intra-marginal absti- 
nence. 

But for my purposes I wish to consider only the group 
surpluses or savers' rent of classes of capitalists at any 
time in our modern society. I shall therefore make the 
assumption (not an entirely arbitrary one, as will be pres- 
ently explained) that there are classes of savers with 
fixed differences of marginal saving, and that the total 
possible savings of the class are made on that margin, 
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there being no individual intra-marginal or extra-marginal 
saving. That is to say, the members of each class as a 
class are supposed to save a certain amount at a certain 
rate, and to save no more if the prevailing rate is higher, 
and to cease to save entirely if it is lower. 

Now, of course, the savers in each class will, as a rule, 
save somewhat more if the rate of interest should rise; 
and they will, most of them, keep on saving to some ex- 
tent if it should fall. Nevertheless, this does not for 
practical purposes invalidate my hypothesis. It seems to 
me that there are, in fact, classes of savers established by 
a standard of interest about which the members of that 
class do the bulk of their saving. There is a set of capi- 
talists, for example, who will save nearly as much as they 
are able and willing to save under any circumstances at 3 
per cent. If the rate goes higher, they save only a little 
more than they were saving already, and that not entirely 
because of the increased motive to save, but also because 
the rise of the rate of return has increased their incomes, 
so far as these are derived from interest on capital, and thus 
their ability to save. If, on the contrary, interest falls 
below 3 per cent., they will continue to save in some 
degree for certain special reasons presently to be ex- 
plained ; but they soon lose the incentive to try to become 
or to continue capitalists on a large scale, and their total 
savings shrink rapidly, — more rapidly than could be 
accounted for by the decrease in their incomes. 

It is recognized that in actual life there is more friction 
than is here taken account of. The volume of individual 
saving — both the accumulation of new capital and the 
maintenance of old — responds less readily to a fall in the 
rate of interest than to a rise. Many people keep on sav- 
ing new capital out of habit, although they do not feel as 
well paid as formerly ; and, again, capital once in posses- 
sion will naturally be held on to at a lower rate than 
would have furnished a motive for its formation. Never- 
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theless, in the end weak savers cease to save new capital, 
and sell out their rights in the old. 

To guard against possible misunderstanding, it is also 
perhaps necessary to emphasize the fact that, in classifying 
individual savers, I take into account their psychological 
characteristics and external circumstances at one moment 
of time ; that is, at one moment of time somewhat struct- 
urally extended, — during a rather short period of time. 
At widely separated periods in his lifetime an individual 
may appear under such different conditions of motive, 
strength of will, and circumstances, as to constitute him, 
for the purposes of this discussion, a different individual. 

Believing, with qualifications such as these, that there 
are classes of savers with certain marked characteristics in 
common as to the law of their saving, and that no serious 
error will arise if these classes are considered as absolutely 
separated, — if the overlapping of individual increments of 
saving into the different classes is neglected, — I will pro- 
ceed to the positive statement of my thesis. 

There is, first, at any time in our industrial society the 
class of marginal savers, — the people who save and invest 
for the sake of the return on the investment, and to whom 
the current rate of return is just sufficient to furnish a 
motive. Below this is a series of other classes of savers 
which would each in turn become the marginal class if the 
rate of interest should fall progressively. At any given 
rate of interest, therefore, the savers below the margin re- 
ceive, according to the class in which they stand, a certain 
amount of savers' rent ; that is, the interest they receive 
is not the rate necessary to induce them to continue to 
save, but the rate which the state of the market affords. 
Part of that interest, then, is the reward of their absti- 
nence, — the compensation for the amount of disutility of s 
saving which they feel ; and the remainder is a surplus. 

To illustrate, let us suppose that the current rate of 
interest is 5 per cent., and that savers are graded into 
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classes A, B, C, D, E, F, G, H, corresponding with even 
units of per cent, of return at which each would save if 
necessary. Let Class G represent the margin, — those who 
save to get their 5 per cent, and who receive no rent. 
Class H, whose members are extra-marginal, and who are 
only potential savers, would be shut out altogether. Class 
F, on the contrary, would be intra-marginal, and receive 
a rent of 1 per cent. ; and so back to Class A, which would 
receive 6 per cent. Class A would receive 6 per cent, 
savers' rent (5 per cent, objectively, 1 per cent, purely 
subjectively), because it is supposed that the members of 
this class would, if necessary, continue to save the same 
amount at a negative rate of interest of 1 per cent. They 
have so very strong a desire to make provision for the 
future, for themselves or for their families, that they 
would be willing to pay an annual charge of 1 per cent, 
to have that provision guaranteed. Thus, at one end of 
the scale of classes of savers in the community the motive 
of ambition predominates, and at the other the motive of 
prudence. The motive of ambition we may call the mar- 
ginal, or active, motive ; and the motive of prudence, the 
intra-marginal, or passive, motive. Those who are actu- 
ated chiefly or altogether by the former make up, I be- 
lieve, the bulk of capitalists on a large scale, or rather 
those who are becoming capitalists on a large scale; 
whereas, those who are actuated chiefly or altogether by 
the latter make up the bulk of small capitalists, repre- 
sented in large part by savings-bank depositors and 
holders of policies of life insurance. 

The first and most important application of the idea of 
savers' rent is to the difficulties which have arisen over 
the doctrine of abstinence. Not only socialists, but some 
conservative economists, have been led, by what seemed to 
them to be the anomalous character of saving on the part 
of very rich men, to deny more or less explicitly the 
validity of the long-accepted proposition that interest is 
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the reward of a sacrifice ; that is, a payment for a cost 
in creating and maintaining capital. 

Thus BShm-Bawerk asserts that "Lassalle is for the 
most part right as against Senior," because " the existence 
and the height of interest by no means invariably corre- 
spond with the existence and the height of ' a sacrifice of 
abstinence,' " — an argument repeated elsewhere in con- 
nection with the German "labor theories" of interest.* 
A still more remarkable passage in the same vein is found 
in the attack on Courcelle-Seneuil's theory of interest 
which, Bohm-Bawerk himself says, is " only Senior's absti- 
nence theory clad in a slightly different dress." Here we 
read what is practically a reproduction of the famous gibe 
of Lassalle (who is mentioned by name and supported) ; 
we find, further, an attempt to prove that when a manu- 
facturer borrows from a capitalist, there is a double absti- 
nence, the second not paid for ; and, finally, the statement 
that "people get interest, not because they work for it, 
but simply because they are owners." In this passage we 
read in one place that " foresight and saving do cost a cer- 
tain moral pain " (that is, do cost a certain sort of labor), 
and, in another place, that "the non-consumption of 
wealth " is not " a labor." f 

Bohm-Bawerk distinguishes the explanation of inter- 
est from its justification, the " is " from the " should be," 

* Capital and Interest, pp. 277, 311. On page 278 Bohm-Bawerk announced 
that in his second volume he would give " exact proof " of " a certain influence 
on the origination of interest" exerted hy "postponement of gratification," — 
the " core of truth in Senior's doctrine " of page 276, — an influence which, how- 
ever, is " neither so simple, nor so direct, nor so exclusive as to permit of inter- 
est being explained as merely a ' wage of abstinence.' " This promise is hardly 
made good, except very briefly on page 363. In those parts of the second vol- 
ume which, in some respects, come nearest to fulfilment, the sections treating of 
"the technical superiority of present goods" (particularly pages 316, 330-333, 
358, 359), the idea of a cost in postponement of gratification, the idea of "pres- 
ent and future," is left quite out of account ; and, in that part (Book II. 
chap, iv) where postponement of gratification or abstinence is most satisfac- 
torily treated under the name of " saving," all mention of Senior is omitted. 

t Capital and Interest, pp. 301-304; compare Positive Theory, pp. 123, 124. 
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and early in his first volume announces the former as the 
task to which he proposes to confine himself. In the 
second volume, nevertheless, we find him dealing exten- 
sively with the latter problem, and that one set of pas- 
sages seems to justify interest, and another set seems to 
imply the contrary.* Again, in dealing with the expla- 
nation of interest and of the growth and maintenance of 
capital, there is one set of passages which explain those 
intimately connected matters by the abstinence theory, 
or by that theorjr clad in a slightly different dress, and 
another set which explain them quite otherwise.! Thus, 
on a very important part of the theory of capital and inter- 
est, this keen writer swings back and forth between two 
opinions. The oscillation notwithstanding, the general 
impression given by his earlier and later volumes is that 
Senior's doctrine of abstinence is to be abandoned.^ 

In the same way we find Marshall, in his handling 
of the doctrine of abstinence, impressed by the fact that 
"the greatest accumulators of wealth are very rich per- 
sons " ; that he refers, without expressed dissent, to the 
"amusement" which Marx and his followers have found 
in " contemplating the accumulation of wealth which 

* Positive Theory, pp. 360, 363, 364, 371 ; and 120, 121, 362. 

t Ibid., pp. 102, 104, 106-118, 123, 124 ; and 316, 330-333, 336, 358, 359, 363. 
A further set of contrasted passages may be found which deal with Bohm- 
Bawerk's answer to the question whether there is saving involved in the main- 
tenance of capital as well as in its first creation. Positive Theory, pp. 104, 110- 
111, 116, 117 ; and 119, 120, 362. In the last passage (p. 362), the sentence 
"Where capital has once been obtained by personal exertion and ability," — 
all idea of saving as something additional to technical exertions or industry, 
necessary to the creation as well as the continued existence of capital, seems 
to have dropped out of sight. With this passage may be compared pp. 381- 
383 of vol. ix. of the Quarterly Journal of Economics. 

% This view of the net effect of his teaching is supported by p. xv of 
the " Translator's Preface " to Capital and Interest, and by Hadley in Annals 
of the American Academy of Political and Social Science (November, 1893), vol. iv. 
p. 338. The passage in Hadley 's article leads up to his theory of the justifica- 
tion of interest as an institution for the selection of business ability. This 
dissent from the classical teaching is not so strongly expressed in his Econom- 
ics,— it is rather implied ; but he proceeds to defend the system of interest 
in modern society as in the article. 
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results from the abstinence of Baron Rothschild " ; and 
that (following Macvane) he substituted the word "wait- 
ing " for the word " abstinence," without clearly indicat- 
ing how much of the properly understood significance 
of the old term attaches to the new. Indeed, he leaves 
it very much in doubt whether or not interest is always 
the reward of a real sacrifice, and even whether accumula- 
tion always involves " waiting." * 

It is certainly within the bounds of truth to say that 
we get at best, from the conservative writers just ex- 
amined, an uncertain and hesitating answer to these ques- 
tions. The cause of this obscurity, as in all such in- 
stances, is confusion of thought. And this confusion of 
thought arises from the attempt to treat savers as a 
homogeneous body, — an undertaking which breaks down, 
and results in treating interest as a payment for a disutil- 
ity felt by savers in the " average " of cases or in " most " 
cases, or as payment for something which is not, after 
all, a real or " painful " disutility. 

The definite answer to every question concerning the 
doctrine of abstinence is found only when we consider 
that the current rate of interest at any time is the re- 
ward of abstinence for the marginal savers, and that 
other savers are receiving varying amounts of savers' 
rent. Or, to express the idea another way, the current 
rate of interest at any time is determined by the marginal 
productivity of capital, on the one hand, and by the 
marginal effective desire of accumulation, on the other ; 
and this marginal effective desire of accumulation, which 
furnishes the last increment of capital in use, must be 
paid its necessary price, which price so fixes the market for 

* " The accumulation of wealth is generally the result of a postponement 
of enjoyment or of a waiting for it. . . . The growth of wealth involves in gen- 
eral a deliberate waiting for a pleasure which a person has (rightly or wrongly) 
the power of commanding in the immediate present." 

The italics are mine. See the whole passage, third edition, pp. 314, 315; 
second edition, pp. 292, 293 ; fourth edition, pp. 312, 313. 
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savings that those who have a stronger effective desire 
of saving reap an advantage which may be called a rent. 
Thus, at any time in our modern society, interest, with 
some people, is entirely " earned," in the sense that it is 
a reward for a sacrifice or self-denial that would not be 
made but for the reward ; and at the same time with 
others interest is, to a greater or less degree, " unearned," 
in the purely economic, non-legal sense of the term. In 
primitive societies and newly developed countries, all 
savers are on the margin. There is then no savers' rent, 
just as there is no landlords' rent. 

The terms " abstinence," " waiting," and " saving," in 
political economy, should mean precisely the same thing, 
— namely, a going without the present consumption of 
wealth which, in itself or in its equivalent, people have it 
within their power to consume ; which going without is a 
necessary condition both for the creation and maintenance 
of capital under any and all circumstances.* Whether or 
not, and in what degree, this act of going without involves 
a felt privation or renunciation or sacrifice, in the ordi- 
nary sense of these words, depends on the character and 
circumstances of the individual. With some people, to 
go without present consumption or to postpone consump- 
tion involves privation and self-denial or restraint to 
such a degree that all they receive as interest on their 
capital, by virtue of the marginal exploitation of the 
arts and processes of industry by means of their capital, 
is strictly a reward. This holds true of all frontiersmen, 
and of all poor but ambitious capitalists starting in busi- 
ness. On the other hand, with many people in an ad- 
vanced and wealthy community going without the full 
exercise of this command over present consumption in- 

* These terms, unqualified, should pertain only to an economic category. 
If we -wish to call attention to the fact of an historical-legal category, — to 
the fact that at the present time some people perform for others the necessary 
abstaining, waiting, or saving in the process of production, — we should speak 
of "vicarious" abstinence, waiting, or saving. 
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volves a felt privation to so slight a degree that much 
and sometimes all of what they receive as interest is an 
unearned increment of gain or rent. The existence of 
savers' rent, objectively considered, is due to the fact 
that through the workings of competition all acts of 
abstinence, waiting, or saving, are paid for at one market 
rate. Subjectively considered, the existence of savers' 
rent depends upon the fact that all acts of abstinence, 
waiting, or saving, do not involve the same disutility 
or cost. 

The chief reason why the intra-marginal savers have 
a stronger effective desire of accumulation than others is 
not so much because they have a more vivid realization 
of the future or more self-control, as because their incomes 
are so much larger that the marginal utility of money with 
them is less. A small part of the income of a Rothschild 
or a Vanderbilt will buy everything which can add any 
further appreciable increment of pleasure or social consid- 
eration. If, then, such men go on saving and investing, 
because they prefer that course to giving their money 
away, the gains which they receive on such investments 
are undoubtedly pure savers' rent. 

It must be remembered that our analysis concerns the 
saving of capital by classes in a community at a certain 
time. Considering long periods of time, and regarding 
our classes of savers as present representatives of a race 
of savers, we find that in the end the differences between 
them depend upon differences in psychological make-up, 
and not on differences in outward circumstances (i.e., on 
size of income). The present generation of stronger 
savers save much under easy circumstances, because, 
speaking generally, their ancestors saved much under 
difficulties. This generation is intra-marginal in its sav- 
ing, because that generation was marginal, — it did not 
shrink from making the most of its opportunities, although 
the fight was hard. 
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Even as to the very rich of the present generation, it 
may be doubted, from the general and social point of view, 
whether the incomes of such persons are to be regarded 
as consisting, to any great extent, of pure interest. As 
individuals, any particular one of them may do what, 
as a matter of fact, many of them already do, — delegate 
the management of property, and invest only in public 
funds or other forms of securities entailing a minimum of 
risk. In general, however, it would seem impossible for 
them to do this as a class. It is obvious that all of them 
could not, at the same time, invest in the safe, auto- 
matically managed forms of investment, without speedily 
reducing the rate of return on such investments approxi- 
mately to zero. As a class, therefore, they must run risks, 
and must exert strenuously great powers of management 
in order to keep up their fortunes, to say nothing of in- 
creasing them. Securities are constantly falling in, and 
some means of reinvestment must be found. Industry is 
constantly undergoing change which displaces old forms 
of concrete capital. Saving, in the full, economic sense 
of the word, means not only the determination to save, 
but the finding of the ways and means of saving, — not 
only making investments, but making them pay. The 
very wealthy, in actual fact, include within their number, 
as a necessary factor in the autonomy of the class, those 
captains of industry in whose hands is the " speculative 
fund " which is the chief element of material progress in 
our society. As risk-takers, organizers, patrons of inven- 
tion, this active element of the wealthy capitalist class 
brings gains to society which justify the existence of the 
class as a whole. It is, moreover, obvious that the great 
profits of the more enterprising and successful of these 
leaders of industry far exceed the total of all possible 
savers' rent on their mere saving, in its narrower sense. 
If still it should be urged that these men do not " earn " 
their huge incomes, it can be only on the ground that 
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they receive still another sort of rent, — the rent of excep- 
tional ability. 

But into further discussion with those who attack the 
present industrial order it is not well to enter here. The 
argument in hand, which has grown into a digression, 
must be brought to a close by emphasizing the fact that 
interest in general — interest as an institution — is justi- 
fied, because it is necessary in order to secure for society 
the benefit of the capital accumulated by the marginal 
savers. This is so, even if we admit that all interest is 
pure interest ; that is, that it is a compensation for absti- 
nence or waiting, and for no other economic exertion or 
act. A necessary result of the institution of interest is 
that some interest is " unearned " by those who receive it, 
except in the non-legal sense of the word; but this fact 
does not disprove the expediency and justification of in- 
terest considered as a means towards increasing material 
wealth. 

A ready application of the theory of savers' rent is to 
the question of the influence of the rate of interest 
upon the increase of capital. Some economists, observing 
the especial strength of the effective desire of accumula- 
tion in certain classes, and at the same time overlooking 
the existence of the marginal savers, have been led to 
reject the doctrine that saving varies, or tends to vary, 
directly with the rate of interest. 

Properly understood, the question under discussion con- 
cerns the effect of variations of the rate of interest upon, 
the volume of saving of the individuals of a given commu- 
nity, other things remaining the same. It is not, as has 
sometimes been supposed, a question of the effect on the 
volume of saving of a given high or low rate in different 
communities or at different times. Before answering the 
latter question, one would have to know the amount of 
capital on which the high or low rates were obtained, and 
the relative strength of the effective desire of accumula- 
tion, as established by habit and social custom, and the 
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general state of industry and arts, in the different commu- 
nities and at the different times. As a matter of fact, it is 
generally true that those countries which have at any 
time a low rate of interest accumulate capital far more 
rapidly than those which have a high rate. This is so 
because in the former the low rate is realized on a much 
larger mass of capital, — the savable fund is larger ; there 
is, or may be, a stronger disposition (relative to the rate) to 
accumulate from the savable fund ; and, generally, there is 
in such a community, a far more progressive state of the 
arts, facilitating the exercise of the disposition to accumu- 
late. At different periods in the development of any one 
community, again, all these factors vary widely. 

W. L. Sargant was perhaps the first among modern 
writers to question the validity of the commonly accepted 
principle. In a work published in 1867, chiefly in criticism 
of Fawcett, Sargant maintained that fear of future want, 
for one's self or for one's family, is a motive for saving far 
more generally felt than the desire for enlarged income ; 
that those actuated by the former motive are generally 
bent on amassing a certain definite sum, or a sum yield- 
ing a certain definite income ; and that, therefore, the 
lower the rate of interest, the more they must and will r 
save to attain their object.* 

To a considerable extent, Marshall confessedly followed 
Sargant in this matter in the Economics of Industry and, to 
a lesser extent, in the Principles. In the end, what must be 
regarded as a complete support of the ordinarily accepted 
principle is given in each work ; but it is expressed in 
terms that seem to indicate uncertainty and hesitation.! 

"•Recent Political Economy, pp. 67-80. In an earlier work, The Science of 
Social Opulence (1856), pp. 246-248, Sargant had already briefly advanced the 
same idea. In view of his direct and indirect influence on certain later writers, 
about to be noticed, it should be mentioned that Sargant was for three years 
a student at the University of Cambridge. 

t Economics of Industry, pp. 41, 42. Principles, third edition, pp. 317 and 
313, 314 ; second edition, pp. 294, 295, and 291, 292 ; fourth edition, pp. 315 and 
311, 312. 
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Much the same thing, in a more elaborated argument, is 
done by Sidgwick.* It may be readily admitted that the 
exact quantitative effects of a fall in interest upon the 
volume of saving of different classes, and of the whole 
community, are difficult or impossible of determination; 
but, nevertheless, this fact should not lead to a wavering 
statement as to the qualitative effects of such a fall, since 
there can be but one answer to that question. 

In contrast with these last-mentioned writers, Cunning- 
ham, another member of the University of Cambridge, 
comes to a well-nigh unqualified denial of the traditional 
doctrine. He accepts Sargant's premises (perhaps not 
knowing that they originated with Sargant), and, without 
qualifying them with other principles, carries them to 
their logical conclusion. A distinction is made between 
those who save " because they wish to have a reserve 
fund" and those who save, or seem to save, "because 
they wish to have an income or to have a larger income." 
It may be doubted " that the latter is a real and distinct 
motive " ; and, at any rate, " the chief motive in saving is 
not so much the desire to have interest as the desire to ' 
have principal." And, accordingly, he concludes that " a 
fali in the rate of interest will not affect the desire to save 
at all ; this will remain as strong as before, and accumu- 
lation might continue unchecked, even if the rate of in- 
terest were merely nominal."! And, again, — to go from 
Cambridge to Oxford, — we find that Thorold Rogers has 
asserted that " the motive for saving is the provision 
against emergencies " ; that, " if people could get no profit 
or but a small profit or interest, they would still save, 
perhaps save all the more," — that "a very low rate of in- 
terest stimulates saving." i 

* Principles of Political Economy, first edition, pp. 161, 162. Compare pp. 
160, 163, and 290. See also the Fortnightly Review, vol. xxvi. (New Series), 
p. 408. Sidgwick does not express any indebtedness to Sargant ; but it would 
saem that he was influenced by the latter, via Marshall. 

+ The Use and Abuse of Money, pp. 71 and 73. 

t The Economic Interpretation of History, p. 233. 
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Of the recent work by Sidney and Beatrice Webb, space 
will not permit a detailed examination. Nevertheless, be- 
cause it contains the most elaborate argument yet pub- 
lished upon the point in question, and because as a new 
work its value is yet to be tested, it may be worth while 
to examine it at somewhat greater space than has been 
given to the earlier volumes just passed in review.* 

According to the Webbs, there are in society three dis- 
tinct types of savers, including the whole population, — 
the poor, the very rich, and the professional classes. 
Each of these is represented as saving extensively, — so 
extensively that there is hardly room left for increased 
total savings in society under any change of technical or 
psychological conditions. In view of the picture which 
is painted, one scarcely understands how there can be any 
problem of improvidence on the part of many of the 
middle class, any problem of pauperism on the part of 
many of the poor. In addition, the extent and force of 
the motives which lead to saving, apart from gain or in- 
creased present income, would also seem to be overesti- 
mated. Saving is represented as done — virtually all of it 
— from the motives of obtaining provision against future 
want, or of obtaining a definite income in the future ; 
that is, practically all saving is done from other than what 
one may call the marginal motive. The poor — identified 
with the whole body of savings-bank depositors in Eng- 
land and with the penurious peasantry of France — are 
said to " go on " saving just the same, " whether profit or 
interest is reaped or not " ; and the middle class is said 
to be affected by any change in the rate of profit " in 
positively the opposite direction " to that commonly sup- 
posed, " the amount of accumulation " with them " being 
increased by a fall in the rate and checked by a rise." 
Only the class of accumulators of capital already very 
rich are, strangely enough, at all influenced in the volume 

* Industrial Democracy, vol. ii. pp. 610-632. 
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of their saving by the gain to be obtained. And even 
these are only remotely affected by the rate of interest, 
since the volume of their saving is regarded (very prop- 
erly) as determined primarily by the size of the savable 
fund which comes automatically into their possession, — 
by what remains out of their huge incomes after satisfy- 
ing certain " habits of expenditure." It is doubtful, the 
authors say, if this class would save any more if interest 
were at 4 per cent, instead of at 3 or any less if it were 
at 2. 

From all this one would never suspect that millions of 
middle-class people in England have, first and last, been 
ruined in the attempt to make investments yielding high 
profits ; that of recent years many of the poorer classes 
have invested much in the shares of speculative stock 
companies ; that even in France, not long ago, rich and 
poor alike poured untold treasure into the ill-fated Panama 
venture, — surely evidence that a high rate of return plays 
its part among the motives that bring about investment. 

In our authors' conclusion we find that note of uncer- 
tainty and indetermination so characteristic of non-con- 
structive writers who seek to overthrow those principles 
of political economy which long consensus of opinion has 
established. "To put it concisely," they say, "it is, to 
say the least of it, extremely doubtful whether the accum- 
ulated capital of the United Kingdom would be greater or 
less at the present time if the rate of interest on the best 
security, instead of falling to a little over 2 per cent., had 
remained at 5 or 6 per cent., the rate at which Pitt fre- 
quently issued consols. Still less is it possible for the 
economist to predict whether, our national habits being 
as they are, the growth in wealth during the next hun- 
dred years would be stimulated or depressed, if the rate 
should within that period fall even to 1 per cent." 

There is, however, no lack of boldness in the applica- 
tion of this merely negative theory. Broadly speaking, 



262 QUARTERLY JOURNAL OF ECONOMICS 

the trade-unions of England are told that they need not 
refrain from putting the utmost pressure of which they 
are capable upon the capitalist employers through any 
fear of killing the goose that lays the golden egg. No 
matter how much wages are increased, hours of labor 
reduced, and the conduct of business interfered with, by 
the action of the unions or of the legislature at the be- 
hest of the unions, the accumulation of capital in Great 
Britain will not be checked, nor will capital flow out of 
the country. At least, neither of these things will take 
place to such an extent as to react adversely on the inter- 
ests of wage-earners. 

This advice to workingmen, in opposition to that of 
more conservative economists, is supported by other argu- 
ments than those given above, the essence of the further 
discussion being a misrepresentation of the real nature of 
high wages regarded from the point of view of the capi- 
talists. If, as is alleged by our authors, increasing wages, 
shorter hours, factory legislation, and the rest, cause pari 
passu an increase in the efficiency of labor and in the 
exemption from business risks of a political-social nature, 
and hence an increase in the productivity of capitalistic 
industry as a whole, — in this case it is clear that the 
burden placed upon capital is not real, but apparent. 
High wages, then, are not at the expense of profits or 
interest. The whole question is begged. 

But this is aside from the particular point of economic 
theory with which we are dealing ; for the interesting 
fact is that the authors of Industrial Democracy make it 
very plain that they regard "the verdict of the econo- 
mists " on the relation of the rate of interest to accumula- 
tion as a false one.* 

* Our authors are not averse, however, to leaning on the authority of the 
economists, if on their side ; from Josiah Child and Adam Smith, to Nicholson 
and Smart. An attentive examination of the passages cited from these writers , 
and of their context, shows that they are less clearly in support of the proposi- 
tion that the amount of saving is independent of the rate of return, than their 
citation in Industrial Democracy would imply. 
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Now it is much to be doubted whether there are many 
people determined only, as has been asserted to be the case, 
on obtaining a fixed, definite sum of income or of princi- 
pal. The only fact known by observation, as regards in- 
come, is the general one that there are many people in 
the business and professional classes who accumulate for 
the purpose of retiring, or providing for a family, on the 
annuity to be obtained from their accumulations. But 
it seems to be begging the question to assume that such 
people have a fixed purpose to secure a definite annuity 
from capital, and will therefore save all the more if the 
rate of interest falls. The probable fact is that, when the 
rate of interest falls, most of this class of savers moderate 
their ideas as to the amount of annuity necessary to main- 
tain one's self or one's family in comfort. When interest 
is at 4 per cent., such a saver thinks an income, say, of 
f4,000 is what he must attain, and saves accordingly. 
When interest falls to 3 per cent., he regretfully con- 
cludes that $3,000 or less will answer, and saves accord- 
ingly. As regards principal, it is a matter of common 
knowledge that there are eccentric individuals closely akin 
to mere hoarding misers, who are narrowly bent (as Sar- 
gant alone definitely pointed out) on leaving behind them 
some particular sum, say 1,000,000 units of the money 
of the country. Such accumulators, by hypothesis, will 
pinch and spare all the more if the rate of interest falls. 
I believe they cut little figure, however, in the grand 
total of national savings. 

But allowing that such is not the case, supposing that, 
for the reasons assigned by the writers we have examined 
or for any other reasons, there is a large number of people 
of various classes who would save more than they do now 
if the rate of interest should fall, and less if it should rise, 
what does it signify ? They are merely one section of the 
receivers of savers' rent. Neither they, nor the much 
larger number of intra-marginal savers who would save 
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approximately as much as they do now at a lower or 
higher rate, control the situation. They do not supply 
the marginal increment of capital. If they did, the rate of 
interest would long ago have approximated to zero. The 
increase of capital at any time varies directly with the 
rate of interest, not necessarily absolutely, but in the 
sense that it is greater than it would otherwise have been 
if the rate rises, and less than it would otherwise have 
been if the rate falls.* The total supply of capital is in- 
creased when the rate of interest rises, not so much 
because the existing marginal and intra-marginal savers 
save more as because a new set of marginal savers comes 
into play.f 

Keeping in mind the distinction between the absolute 
and the relative supply of capital, we see that this rein- 
forcement of the traditional theory need not precipitate 
us into the feeling of dread common with the earlier con- 
servative writers, and in strong contrast to the optimism 
of the opinions just considered, — the dread that any consid- 
erable burden put upon interest or profit would cause a 
"withdrawal" of capital from business, and an ominous 
shrinkage of the accumulated wealth of the community. 
That this result need not necessarily follow from the 
cause named, at any moment of time, and much less dur- 
ing a considerable period of time, is readily understood, 
when we consider the fact that savers are in grades, or 

* The classical doctrine of the relation of the rate of return to the volume 
of investment holds true in exactly the same way as the quantity theory of 
money holds true. It is no disproof of the latter theory, properly understood, 
to point out that there has heen an absolute increase of money during an era 
of falling prices ; and in like manner it is no disproof of the theory of accumula- 
tion to point out that there has been an absolute increase of capital during an 
era of falling profits. 

tTo be exact, according to my early analysis of individual saving, it 
should be said that capital increases when the rate rises because of a new wave 
of marginal saving, because of a new impulse given to those to whom the old 
rate was just short of bringing out their greatest effort. These savers, here 
called " a new set of marginal savers," had, in fact, been already saving 
something. 
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layers, together with the further fact that in modern 
society the volume of savings tends normally to increase 
quite independently from any progress of the arts suffi- 
cient to maintain or raise the rate of interest. 

Mill had a glimpse of the true modifying conditions 
when he said that in any society " there are always some 
persons in whom the effective desire of accumulation is 
above the average, and to whom less than this rate of 
profit [i.e., the " certain rate " adapted to the psychological 
condition of the average man] is a sufficient inducement 
to save," which statement was followed by the assertion 
that in our present civilization this necessary or sufficient 
rate "tends to diminish." But, owing to his having the 
concept of the " average," instead of the marginal, " equiv- 
alent for abstinence," he went on to emphasize (which 
was his characteristic position) the supposed fact that in 
any fully developed and wealthy country the actual rate 
of profit "is habitually within, as it were, a hand's- 
breadth of the minimum, and the country, therefore, on 
the very verge of the stationary state," from which state 
the progress of the arts, and of other forces by which the 
rate of profit is raised or sustained, alone can save it.* 

Cairnes, following Mill in this matter, was led to dis- 
courage trade-unionists to as unwarrantable a degree as 
Sidney and Beatrice Webb have encouraged them. After 
admitting that the " lowest rate of profit will be different 
for different communities and for different stages of civi- 
lization," he says: "But under all circumstances there 
will be a minimum rate, below which, if the return on 
capital fall, accumulation, at least for the purpose of in- 
vestment, will cease for want of adequate inducement." f 
The continuation of saving and investment, in any modern 
industrial society, does not hang on such a slender thread. 

To bring the matter to a conclusion, one may say that, 

* Principles, Book IV., chap, iv., sect. 3 and following. 
t Some Leading Principles of Political Economy, chap, iii., sect 2. 
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as the error of the optimists proceeds from regarding all, 
or nearly all, interest as a surplus or rent, overlooking the 
marginal savers, so that of the pessimists comes from re- 
garding all, or nearly all, interest as a wage, a necessary 
inducement to save, overlooking the intra-marginal savers. 
A considerable but not excessive fall of interest — say 
of 1 per cent. — might at any time cause little decrease of 
the volume of saving on the part of the intra-marginal 
savers; and, although it forced the previously existing 
marginal savers out of the field, it might cause no absolute 
decrease of total capital, since the savings of the displaced 
savers may represent no more than the natural increase of 
the capital of the community. Such retarding of the in- 
crease of the growth of national capital would be, of 
course, an economic loss ; and, therefore, here also, as with 
all the factors of production, the ideal of taxation and of 
all voluntary burdens put upon capital is, if possible, to 
avoid the margin. If a system of taxation could be de- 
vised whereby the receivers of savers' rent alone were 
taxed on the amount of their rent, there would then 
be no check to the accumulation of capital by reason of 
taxation.* 

As for an absolute decrease of capital during consider- 
able periods of time, a very heavy fall of interest, how- 
ever brought about, may produce no such effect, because 
meanwhile the savable fund in the hands of the stronger 
savers may have so greatly augmented. In actual fact, 
the world has seen, of recent years, an enormous increase 
of capital in spite of a decline in the rate of interest to 
one-half of what it was a short time ago. Great numbers 
of former marginal capitalists and their present represen- 
tatives have been, and are, forced out of the field; yet 
those who remain are able and willing to save so much 
that their places are more than made good. 

* The present writer has little belief in the practicability of any scheme of 
" burdenless," or non-industry-retarding taxation, because of the extreme diffi- 
culty of determining quantitatively what any sort of rent is. 
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And this brings us to a further, and concluding, appli- 
cation of the principle of savers' rent, or, rather, of the 
marginal principle at its basis. For this theory, it seems 
to the present writer, helps to explain the modern concen- 
tration of industry, hitherto too exclusively accounted for 
as the result of the technical advantages of production 
on a large scale. Undoubtedly, concentration is, in some 
measure, explained, perhaps entirely explained, on one 
side, — on the side of "units of management," — by the 
changes in the arts and in the general methods of doing 
business. But it seems that another reason, a reason 
which explains at least another side of the phenomenon, — 
the side of " units of ownership," — is that, as the margin 
of productivity of capital has fallen, the margin of saving 
and of savers has of necessity fallen with it. Individual 
businesses have been absorbed by corporations ; and small 
corporations have been swallowed up by larger ones, 
partly, to use Professor Marshall's phrase, because of in- 
ternal and external economies, but partly, also, because the 
new owners had a stronger effective desire of accumulation 
than the old ones. The progress of the technical arts in 
general tends to sustain the rate of interest, and so works 
against concentration of ownership of capital. It operates 
to sustain the motive for saving of the weak savers on 
the one hand, and on the other affords them a variety 
of new opportunities to embody savings. But in actual 
experience of recent years the progress of the arts has not 
been of sufficient force to sustain the rate of interest ; and 
the weak savers, and those who employ the capital of the 
weak savers, have, in consequence, been driven to the 
wall. 

The strong savers are strong, as has already been ex- 
plained, principally as the result of their present financial 
position rather than as the result of superior psychologi- 
cal powers. To use Bohm - Bawerk's expression, they 
" discount the future " less than other men because of 
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their situation as to " want and provision for want," not 
primarily because they have more foresight and self- 
control. One may add, of course, that the strong savers 
have their huge savable funds, which make it compara- 
tively easy for them to save, in part because of their 
superior powers in production ; but it comes to the same 
thing in the end. Such men as the Standard Oil and 
Sugar Trust magnates are rich and successful and ambi- 
tious for more wealth ; and, because they are rich and 
successful and ambitious, they are constantly pushing out 
with masses of fresh capital, and either investing more for 
the same return, or the same for a less return, or the same 
outlay for the same return in a longer period of produc- 
tion, — which means, in the last analysis, that they are 
undersaving other men. 

It needs also to be emphasized that any force which 
lowers the margin of the productivity of capital, and thus 
directly depresses the rate of interest, has the same effect 
in bringing about concentration as those forces we have 
just been considering. Thus factory legislation and the 
exactions of trade-unions as regards hours and wages 
tend powerfully to drive out the marginal capitalist. In 
spite of all the clamor against concentration, many trade- 
unionists see clearly on which side their interest lies. They 
know by experience that the great employers can and do 
give the steadiest employment and the highest wages ; 
that the small employers struggling to keep their heads 
above water pay the lowest wages, because they cannot 
pay any more. 

" Profits " and " interest " are not of course synony- 
mous terms ; nor do they vary together strictly, as I have 
thus far, for the sake of convenience, assumed. It is obvi- 
ously possible, and even probable, — as Sidgwick has 
pointed out,* — that at any time the first blow caused by 
increase of workmen's wages will not fall immediately on 

* Fortnightly Review, vol. xxvi. (New Series) p. 408. 
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the interest of capital, but will reach it only through a 
medium that will absorb at least a good part of its force ; 
that is, as he himself explains it, it will merely cause a de- 
duction from profits proper, or the " wages of superintend- 
ence " of entrepreneurs as distinguished from capitalists. 

But this, again, means concentration, — concentration in 
the management of capital. A margin of weak entre- 
preneurs, working with borrowed capital, who found the 
former " wages of superintendence " and " compensation 
for risk " just worth their while, will be forced out of the 
field. The process may go on for some time, the strong 
wage-payers absorbing the business and the workmen of 
their weaker rivals, because they have a stronger effec- 
tive desire of paying wages and undergoing risks, as re- 
gards the rate of profits proper, which in turn is largely 
because the absolute amount of their incomes makes their 
standard of living more " compressible." But, in the end, 
interest must go down in harmony with the fall of gros- 
profits ; and any further raising of wages must lead to con- 
centration in the ownership of capital. This latter process 
in turn will, in the end, if hurried too fast by pressure 
from labor unions or legislatures controlled by them, check 
accumulation of capital, and make any further rise in gen- 
eral wages, for the time being, impossible. 

Whether such a tendency towards concentration is re- 
grettable or not, would involve a consideration of its politi- 
cal, social, and ethical aspects, as well as of the economic 
effects simply. These last alone have here been consid- 
ered by way of illustrating the fundamental and neglected 
principle under consideration, — the varying strength of 
the effective desire of accumulation and the element of 
savers' rent. 

C. W. Mixter. 



